BEFORE THE TENNESSEE REGULATORY AUTHORITY

NASHVILLE, TENNESSEE
October 13, 2004
IN RE: )
GASCO DISTRIBUTION SYSTEMS ; DOCKET NO.
ACTUAL COST ADJUSTMENT (ACA) AUDIT ) 03-00517

ORDER ADOPTING ACA AUDIT REPORT
OF TENNESSEE REGULATORY AUTHORITY’S
ENERGY AND WATER DIVISION

This matter came before Chairman Deborah Taylor Tate, Director Sara Kyle and
Director Ron Jones of the Tennessee Regulatory Authority (the “Authority” or “TRA”), t};e
voting panel assigned to this docket, at a regularly scheduled Authority Conference held on
March 22, 2004 for consideration of the report of the Authority’s Energy and Water Division
(the “Staff”) resulting from the Sta& s audit of Gasco Distribution System’s (“Gasco” or the
“Company”) annual deferred gas cost account filings for the year ended June 30, 2003. The
Actual Cost Adjustment (“ACA”) Audit Report (the “Report™), attached hereto as Exhibit 1,
contains the audit findings of the Staff, the responses thereto of the Company, and the
recommendations of the Staff to the Company in addressing the findings.

The Company submitted its ACA filings on September 2, 2003, and the Statl‘f
completed 1ts audit of the Company’s filings on February 4, 2004. On February 6, 2004, the
Staff issued its preliminary ACA audit findings to the Company, and the Company responded
to these findings on February 17, 2004. The Staff filed its Report with the Authority on

March 3, 2004. The Report contains four findings.




The first finding revealed that the Company billed 1ts Jellico customers at the ACA
rate calculated in the 2002 ACA filing (Docket No. 02-00930) beginning with the September
2002 billing period instead of waiting until February 2003 when the ACA audit was
completed. While the Purchase Gas Adjustment (“PGA”) Rule does not specify when the
new ACA factor should go into effect, Staff recommends that the smaller gas companies 1n
Tennessee wait for completion of the audit to prevent possible major impacts. The Company
responded that in the future 1t will delay the ACA rate implementation until the results of the
Staff’s Compliance Audit are complete.

The second finding is that the Company billed its Byrdstown/Fentress customers at the
ACA rate calculated 1n the 2002 ACA filing for the months of September 2002 through June
2003 1nstead of waiting until February 2003 when the ACA audit was completed. Although
this finding parallels the first finding, 1t 1s further complicated by the fact that the TRA’s
Order 1n the previous audit resulted in a change in the billing rate to be effective with the
February 2003 billing period. Therefore, the Company did not comply with the TRA’s
previous Order. The Company responded that in the future it will delay the ACA rate
implementation until the results of the Staff’s Compliance Audit are complete.

The third finding is that the Company overstated its PGA recoveries for the months of
September 2002 and October 2002. First, the PGA factor approved in Tariff No. 02-00898
was entered into the Company’s billing system as a negative $1.86 instead of a positive $1.86
for residential customers. Second, the Company failled to enter a PGA factor for the
commercial customers. The result of these errors was that the Company’s gas cost recoveries
were overstated by $460.71. The Company responded that it will have a second individual

verify the accuracy of the rates entered into its billing system.




The fourth finding is that the Company overstated by $15.40 the amount of interest
due to customers. This finding is a result of the correction to the error in the third finding.
The Company agrees with this finding,

After consideration of the Report, the panel voted unanimously to approve and adopt
the findings and recommendations contained therein.

IT IS THEREFORE ORDERED THAT:

1. The ACA Audit Report, a copy of which is attached to this Order as Exhibit 1,
i1s approved and adopted, and the findings and recommendations contained therein are
incorporated in this Order as 1f fully rewritten herein;

2. As set forth in the ACA Audit Report, beginning with its March 2004 billing
period, Gasco Distribution Systems, Inc. shall apply an ACA adjustment factor of positive
$0.4959 per MCF to customer bills in the Jellico Division and an ACA adjustment factor of
positive $1.2361 per MCF to customer bills in its Byrdstown/Fentress Division.

3. Any party aggrieved by the Authority’s decision in this matter may file a Petition for

Reconsideration with the Authority within fifteen (15) days from the date of this Order.

Quistast o s

Deborah Taylor Tate, CAairman’

~Sara Kyle, Director

' Charman Tate voted with the majority but expressed concern over the reoccurrence of findings against Gasco
of failing to use the proper billing rate 1n this and prior audits
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BEFORE THE TENNESSEE REGULATORYTAU_IHORITY -

NASHVILLE, TENNESSEE

P

March 3, 2004

IN RE:
GASCO DISTRIBUTION SYSTEMS, INC. Docket No. 03-00517

)
)
)
ACTUAL COST ADJUSTMENT (ACA) AUDIT )

NOTICE OF FILING BY ENERGY AND WATER DIVISION OF THE TENNESSEE
REGULATORY AUTHORITY

Pursuant to Tenn. Code Ann. §§ 65-4-104, 65-4-111 and 65-3-108, the Energy and
Water Division of the Tennessee Regulatory Authonty gives notice of 1ts filing of the Gasco
Distribution Systems, Inc.’s ACA Audit Report 1n this docket and would respectfully state as
follows.

1. The present docket was opened by the Authority to hear matters arising out of
the audit of Gasco Distribution Sy'stems, Inc (the “Company™).

2 The Company’s ACA filing was recetved on September 2, 2003, and the Staff
completed 1ts audit of same on February 4, 2004.

3. On February 6, 2004, the Energy and Water Division issued 1ts preliminary
ACA audit findings to the Company, and on February 17, 2004, the Company responded
thereto.

4. The prelimmary ACA audit report was modified to reflect the Company’s

responses and a final ACA audit report (the “Report™) resulted therefrom. The Report 1s

EXHIBIT
1



attached hereto as Exhibit A and 1s fully incorporated herein by this reference. The Report
contains the audit findings of the Energy and Water Division, the Company’s responses
thereto and the recommendations of the Energy and Water Division 1n connection therewith.
5. The Energy and Water Division hereby files its Report with the Tennessee
Regulatory Authority for deposit as a public record and approval of the recommendations and

findings contained therein.

Respectfully Submutted:

Pk Heogll, 2. &

Pat Murphy
Energy and Water Division of the
Tennessee Regulatory Authonty




CERTIFICATE OF SERVICE

I hereby certify that on this 3rd day of March 2004, a true and exact copy of the
foregoing has been either hand-delivered or delivered via U.S Mail, postage pre-paid, to the
following persons:

Deborah Taylor Tate

Chairman

Tennessee Regulatory Authority
460 James Robertson Parkway
Nashville, TN 37243

Mr. Fred Steele

President and Chief Executive Officer
Gasco Distribution Systems, Inc.
4435 East Pike

Zanesville, OH 43701

FAX (740) 454-7780

Mr. Henry Walker

Boult, Cummings, Conners & Berry, PLC
414 Union Street, Suite 1600

P O Box 198062

Nashville, TN 37219

FAX (615) 252-6363

Pat Murphy
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L. INTRODUCTION

The subject of this audit 1s Gasco Distribution Systems Inc.’s (“Gasco” or the
“Company”) compliance with the Actual Cost Adjustment (“ACA’”) and Refund
Adjustment (“RA”) of the Purchased Gas Adjustment Rule (“PGA Rule”) of the
Tennessee Regulatory Authority (“TRA” or the “Authonity”).' The objective of the audit
was to determine whether the purchased gas adjustments, which are encompassed by the
ACA, and approved by the TRA for the twelve (12) months ended June 30, 2003, were
calculated correctly and were supported by appropriate source documentation.

II AUDIT OPINION

The Staff’s audit resulted 1n no material dollar findings. For the current period
under audit, the Company has accurately calculated its ending balances in the ACA
account in both of 1ts divisions. However, there are still some internal control issues to
be addressed. See Section X for a complete discussion of Staff findings and Section XI
for Staff recommendations. Therefore, with the exception of findings and observations
pownted out 1n this report, Staff concludes that the Purchased Gas Adjustment mechanism
as calculated 1n the Actual Cost Adjustment 1s working properly in accordance with TRA
rules for Gasco Distribution Systems, Inc.

Probation Review:

As a result of the findings in Docket No. 00-00998, the Authority conducted a
show-cause proceeding and 1ssued an Order’ on August 24, 2001, placing Gasco on
probation for a three (3) year period ending July 1, 2004. The Order stated that the
Revised Settlement presented by the parties was accepted and approved. The terms of the
Revised Settlement provided for $12,500 in fines against Gasco, of which $5,000 was
due and payable on or before March 31, 2002 The remainder of $7,500 will be forgiven
only 1f Gasco complies fully with TRA rules, directives, and orders during its
probationary period.

i

Since the last Staff review, filing requirements for Gasco included an ACA filing

and four (4) quarterly reports. Gasco met all of these conditions 1n a timely manner.

' See TRA Rule 1220-4-7 The ACA 1s more fully described 1n Section VI
* A copy of the Authonity Order (and 1ts attached Revised Settlement Agreement) 1s attached as
Attachment 3 to this report




I BACKGROUND INFORMATION ON COMPANY AND GAS SUPPLIERS

Gasco Distribution Systems, Inc , with 1ts office located 1n Jellico, Tennessee, is a
subsidiary of The Titan Energy Group, Inc., which has 1ts headquarters at 4435 East Pike,
Zanesville, Ohio. The Company 1s a gas distributor, which provides service to the City of
Jellico (Campbell County), City of Byrdstown (Pickett County) and a few customers in
Fentress County, all of which are located 1n northeast Tennessee. [t has approximately
500 customers and an annual sales volume of approximately 63,000 MCF. In addition to
Tennessee, Gasco also operates 1n Kentucky, Ohio, Pennsylvania, and West Virginia.

GASCO, INC (the fuel manager) provides the natural gas used to serve these
areas, through long-term contracts with nonaffiliated third parties that deliver gas to the
City gate.

v JURISDICTION AND POWER OF THE TENNESSEE REGULATORY
AUTHORITY

Tennessee Code Annotated (T.C.A.) §65-4-104 gave junisdiction and control over
public utilities to the Tennessee Public Service Commission. By virtue of Chapter 305 of
the Public Acts of 1995, junisdiction and control over public utilities was transferred from
the Tennessee Public Service Commission to the Tennessee Regulatory Authonty (the
“TRA” or “Authority”) on July 01, 1996. T.C.A. §65-4-104 states that

The Authornty shall have general supervision and regulation
of, junisdiction, and control over, all public utilities..

T C.A states further in §65-4-111 that the public utilities are to maintain a
Uniform System of Accounts:

The Authonty shall have the power after hearing, upon
notice, by order in writing to require every public utility .
to keep its books, records, and accounts so as to afford an
mtelligent understanding of the conduct of its business, and
to that end to require every public utility of the same class
to adopt a uniform system of accounting. Such system shall
conform, where applicable to any system adopted or
approved by the Interstate Commerce Commussion of the
United States. And to furnish annually, or at other times as
the Authority may require, a detailed report of finances and
operations as shown by said system of accounts.

o



The TRA responded to T.C.A. §65-4-111 by establishing 1ts own rule 1220-4-1-
1 11 regarding the uniform system of accounts which public utilities should maintain
The TRA's rule provides:

The following umiform system of accounting will be
followed by utilities and other companies making periodic
reports to the Authority:

1. For Classes A and B gas companies - Uniform
System of Accounts as adopted by the National Association
of Regulatory Utility Commussioners as revised June 30,
1972, and any amendments or revisions pertaining thereto

The TRA received its authority to examine the books and records of public
utilities from T.C A. §65-4-105 which states that the TRA would possess all the
other powers conferred on the TRA. T.C.A. §65-3-108 gives the TRA: -

full power to examine the books and papers of the said
companies, and to examine, under oath, the officers, agents,
and employees of said companies...to procure the necessary
information to intelligently and justly discharge their duties
and carry out the provisions of this chapter and chapter 5 of
this title. '

V. PURPOSE OF COMPLIANCE AUDITS

The two basic reasons for comphiance audits are to assure compliance with the
Uniform System of Accounts (USOA) and to assure that the utility 1s following all rules,
regulations and directives adopted by the TRA.

Compliance audits provide the foundation of assurance underlying the basic
objective of regulatory accounting, which 1s to provide a uniform method of recording
transactions among similar companies. This uniform record keeping 1s accomplished
through the adoption of the USOA and 1nsures the ntegrity, reliability, and comparability
of the financial data contained 1n financial reports filed with the TRA, which provides the
TRA with one of 1ts most useful regulatory tools for establishing jJust and reasonable
rates.



VI DESCRIPTION OF PURCHASED GAS ADJUSTMENT (PGA) RULE

The Tennessee Regulatory Authority i1ssued an Order in Docket No. G-86-1,
which adopted a new PGA rule beginning July 1, 1992. The PGA Rider 1s intended to
permit the Company to recover, 1n a timely fashion, the total cost of gas purchased for
delivery to 1ts customers and to assure that the Company does not over-collect or under-
collect gas costs from its customers. This PGA consists of three major components.

1) The Actual Cost Adjustment (ACA)
2: The Gas Charge Adjustment (GCA)
3) The Refund Adjustment (RA)

The ACA 1s the difference between the revenues billed customers by means of the
GCA and the cost of gas invoiced the Company by suppliers plus margin loss (1f allowed
by order of the TRA 1n another docket) as reflected in the Deferred Gas Cost account.
The ACA then "trues-up" the difference between the actual gas costs and the gas costs
recovered from the customer through a surcharge or a refund. The RA refunds the "true-
up" along with other supplier refunds. For a more complete definition of the GCA and
RA, please see the PGA Formula in Appendix A.

Section 1220-4-7- 03(2) of the PGA Rule requires:

Each year, the Company shall file with the [Authonity] an
annual report reflecting the transactions in the Deferred Gas
Cost Account Unless the [Authority] provides written
notification to the Company within one hundred eighty (180)
days from the date of filing the report, the Deferred Gas Cost
Adjustment Account shall be deemed in compliance with the
provisions of these Rules. This 180-day notification period
may be extended by mutual consent of the Company and the
[Authority] Staft or by order of the [ Authority].

VII. AUDIT TEAM

The TRA's Energy and Water Division is responsible for conducting ACA audits.
Pat Murphy of the Energy and Water Division conducted this audit of Gasco Distribution
Systems, Inc



VIII SCOPE OF AUDIT

To accomplish the audit objective, the Staff conducted in-house audit work,
dunng which the Company's calculations of gas costs incurred and gas costs recovered
were tested. The Staff also audited a sample of customer bills to determine 1f the proper
PGA rates and ACA rates were being applied in the Company's calculation of the
customers' bills These bills were selected to be representative of the residential,
commercial and industrial customers 1n each of the Company’s service areas. The sample
was selected from all twelve months of the audit period. After recalculating each sample
bill, the Staff discovered some discrepancies in the Byrdstown/Fentress division as
outlined in Staff Finding # 3.

The Staff's last ACA audit of Gasco Distnibution Systems, Inc. was conducted 1n
2002 covering the period from July 1, 2001 to June 30, 2002.



IX. SUMMARIES OF THE ACA ACCOUNTS

The Company submitted its ACA filings on September 2, 2003, covering the
period July 1, 2002, to June 30, 2003 There were separate filings for the Jellico Division
and the Byrdstown/Fentress Division. The Jellico Division filing reflected a net balance
in 1ts ACA account at June 30, 2003, of positive $30,057.73, which represents an under-
collection of gas costs from customers. The Brydstown/Fentress Divisions filing reflected
a net balance 1n 1ts ACA account at June 30, 2003, of positive $2,501.56, which also
represents an under-collection of gas costs from customers The tables below provide a
summary of each ACA account.

Jellico Division

Staff 1s 1n agreement with the Company’s calculation of the ending balance for the
Jellico Division.?

Line

No_ Amount
1 Cost of gas purchased (7/1/02 to 6/30/03) - $385,447.90
2 Cost of gas recovered from customers through PGA rates 356,733.02
3 Under/(Over) Recovery of gas costs (Line 1-Line 2) $ 28,714.88
4
5 ACA surcharges/(refunds) (7/1/02 — 6/30/03) (68,235.95)
6 Interest calculated on average monthly balance 1n account (1,190.74)
7 Beginning balance at 6/30/02 (65,702.35)
8
9 Balance in ACA account at 6/30/03 (Line 3-Line 5+Line 6+Line 7) $30,057.74

? The positive balance on line 9 of both tables indicate that the Company has under-collected these
amounts from its customers as of June 30, 2003 The ACA factors denved by dividing these amounts by
the projected sales volumes for the next twelve (12) months will attempt to surcharge these amounts over a
twelve month period However, there are timung differences between the close of the audit period (6/30/03)
and the effective date of a new factor (March 2004) When the next audit period (12 months ended

/30/04) 1s audited the factor will have been n effect for only four (4) months There 1s always regulatory

lag inherent 1n the true-up process Larger companies are capable of calculating ACA factors and
implementing them immedsately, prior to audit However, the smaller compames are encouraged to await
the results of the Staff’s audit before implementing an ACA factor



Line
No.

(o8]

W

oza]

Byrdstown/Fentress Division

For the Byrdstown/Fentress filing, the Staff’s audit results produced a net ending
balance in the ACA account of positive $2,977.69 in under-collected gas costs. The net
difference between the Company’s filing and the Staff’s calculations 1s a positive
$476.11.* A listing and discussion of audit exceptions associated with the following

differences can be found 1in Section X.

Cost of gas purchased (7/02 to 6/03)
Cost of gas recovered from customers through
PGA rates
Under/(Over) Recovery of gas costs
(Line 1-Line 2)

ACA surcharges/(refunds) (7/1/02 — 6/30/03)
Interest calculated on average monthly
balance in account

Beginning balance at 6/30/02

Balance in ACA account at 6/30/03
(Line 3-Line 5+Line 6+Line 7)

4

gas costs

Company
Combined Staff
Filing Results Difference
$15,155.52 $15,155.52 § 0.00
12,888.93 12,428 22 (460.71)
$2,266.59 $2,727.30 $460 71
(4,078.84) (4,078.84) 0.00
(65.35) (49.95) 15.40
3.778.50) (3,778.50) 0.00
$2,501.58 $2,977.69 $476.11

The positive $476 11 difference between the two calculations represents an additional under-collection of



X. ACA AUDIT FINDINGS

As stated 1n Section XIX the only dollar differences between the Company’s
filings and the Staff’s audit results occurred with regard to the Byrdstown/Fentress
Division. While not material when compared with the Company’s total gas purchases 1n
Tennessee (less than one percent), the findings point out Gasco’s continuing internal
control 1ssues. A detailed discussion of each finding, including the Company’s written
response to the finding follows the summary below.

SUMMARY OF FINDINGS (DIFFERENCES)®:

FINDING #1 Jellico ACA factor $ 0.00 No impact
FINDING #2 Byrdstown ACA factor 0.00 No impact
FINDING #3 Byrdstown PGA recoveries overstated 460 71 Under-collection
FINDING #4 Correction of Interest calculation 1540 Under-collection

Net Result $ 476.11 Under-collection

* The net positive $476 11 m findings represents an additional under-collection to be added to the
Company’s reported balance of positive $2,501 56 under-collection



FINDING #1:

Exception

For the months September 2002 through January 2003 1n 1ts Jellico division, Gasco
charged customers the ACA factor the Company calculated in 1ts filing.

Discussion

Gasco filed its ACA for the period July 2001 through June 2002 1n September 2002
(Docket 02-00930). That same month the Company began to bill customers the ACA
factor that 1t had calculated in the filing.

The balance in the ACA account 1s subject to the TRA Staff’s audit. After
confirming the balance (or adjusting the balance), Staff computes an ACA factor based
on this audited balance. While the PGA Rule does not specify when the new ACA factor
should go 1nto effect, Staff recommends that the smaller gas companies® in Tennessee
wait for completion of the audit and Staff’s recommendation. This approach can help
prevent possible major impacts to the Company’s ACA monthly balance, which 1n turn
can adversely impact customers.

Since the ACA filing 1s a report of actual invoiced gas costs and actual gas costs
recovered from customers, the Company’s reported balance in the ACA account 1s

correct Therefore, this 1s a Staff observation, not a monetary finding,

Company Response

The company is 1n agreement with this finding. In September 2002, we began
charging the customers the ACA factor that had been calculated in our ACA filing for the
year ended June 30, 2002 In the future, we will not implement the calculated ACA
tactor until we obtain approval from the TRA audit staff.

§ Small companies defined by the number of customers i Tennessee



FINDING #2:

Exception

For the months September 2002 through June 2003 in its Byrdstown/Fentress
division, Gasco charged customers the ACA factor the Company calculated in 1its filing.

Discussion

During these months, Gasco (1) billed its customers the ACA factor it calculated
i its ACA filing for the period July 2001 through June 2002,” and (2) failed to bill 1ts
customers the negative $2.1121 ACA factor, effective February 2003 as directed 1n the
Authonty’s Order.®

Since the Company correctly reported the actual ACA factors billed during the audit
peniod 1n 1ts calculation of the ending balance 1n the ACA account, the ending balance
does not require an adjustment. This 1s a non-compliance finding to the extent that Gasco
did not comply with the Authority’s Order referenced above

Company Response

The company 1s in agreement with this finding. In September 2002, we began
charging the customers the ACA factor that had been calculated 1n our ACA filing for the
year ended June 30, 2002. In addition to that, we did not change our ACA factor to the
rate that was approved effective with the February 2003 billing. In the future, we will not
implement the calculated ACA factor until we obtain approval from the TRA audit staff
as well as having a second individual venfy the accuracy of the ACA/PGA factors that
have been entered into the billing system as compared to the approved ACA/PGA rates.

7 See Finding #1 for a complete discussion of this finding
8 Authonty Order dated April 8, 2003, page 6 (Docket 02-00930)

10



FINDING #3:

Exception

The Company overstated its PGA recovernes for the months of September 2002 and
October 2002.

Discussion

Gasco made two errors dunng these months. One, the PGA factor approved in
Tanft No 02-00898 was entered into the Company’s billing system as a negative $1.86
instead of a positive $1.86 for residential customers. Secondly, the Company failed to
enter a PGA factor for the commercial customers. The errors were discovered and
corrected in the Company’s billing system beginning with the November 2002 billing.

The result of these errors was that the Company’s gas cost recoveries were
overstated by $460.71, representing an under-collection of gas costs of $460.71.

Company Response

The company is 1n agreement with this finding. An error was made when entering
the PGA factor into our billing system. In all future rate changes, we intent to have a
second 1ndividual venfy the accuracy of the ACA/PGA factors that have been entered
into the billing system as compared to the approved ACA/PGA rates.

11



FINDING #4:

Exception

The Company overstated the amount of interest due to customers during the audit
penod.

Discussion
After making corrections for Finding #3, Staff recalculated the interest on account
balance. The Company calculated an interest refund of $65.35. Staff’s corrected amount

1s an 1nterest refund of $49.95. The difference represents an under-collection of $15.40.

CompanyResponse

The Company 1s in agreement with this finding.

12



XI CONCLUSIONS AND RECOMMENDATIONS

Audit Conclusions:

Staff reviewed the gas costs and recoveries of Gasco Distribution Systems, Inc.
for the 12-month period ended June 30, 2003. Based on the summaries provided in
Section IX the net balance 1n the refund due customers account as of June 30, 2003
should be a positive $33,035.43. This means that as of June 30, the Company had under-
collected this amount from 1ts customers. The net balance is composed of an under-
collection from Jellico customers of $30,057.74 and an under-collection from
Byrdstown/Fentress customers of $2,977.69. In order to surcharge these balances, the
correct ACA adjustment factor to be applied to customer bills 1n the Jellico Division is a
positive $0.4959 per MCF (see Attachment 1). The correct ACA adjustment factor to be
applied to customer bills in the Byrdstown/Fentress Division 1s a positive $1.2361 (see
Attachment 2). Staff recommends that these factors be implemented beginning with the
Company’s March 2004 billing period and should remain 1n effect until the Staff’s next
audit, at which time new factors will be calculated. The Staff’s next audit of Gasco will
cover the period July 2003 through June 2004.

The underlying cause of this year’s audit findings 1s a continuing weakness in
Gasco’s internal control procedures. When incorrect PGA/ACA factors are billed to
customers, there is a potential for dramatic swings 1n the Company’s ACA balance. This
in turn has a significant impact on customers’ bills. For example, 1f Gasco had charged
factors 1n accordance with Staff recommendations and TRA directives, the balances in the
ACA account at June 30, 2003 would have been $13,625 71 in over-collected gas costs
for the Jellico division and $736.92 1n under-collected gas costs for the
Byrdstown/Fentress division This 1s a balance change of $43,683.45 and $2,240 77 for
Jellico and Byrdstown/Fentress respectively For a Company with approximately 500
customers, these changes can be significant to a customer’s ball.

On the positive side, Gasco has continued to use correct interest rates. It also
corrected the formula problems reported 1n the last audit report and submitted a combined

filing for the Byrdstown/Fentress division as recommended by Staft.

Audit Recommendations:

1. Gasco should continue to review its spreadsheet formulas and accuracy of its data
to assure reasonableness and mathematical accuracy, prior to filing with the
TRA.

2 Gasco should continue to maintain the spreadsheets on a monthly baszs, to closely

monitor the balance 1n the ACA account.

3. Gasco should review its internal control procedures to ensure that the correct PGA
and ACA factors are billed to customers each month.

13



APPENDIX A

PGA FORMULA

The computation of the GCA can be broken down 1nto the following formulas:

D + DACA P + T + SR + CACA
Flrm GCA T e _ DB + - CB
SF ST

P + T + SR CACA

Non-Firm GCA = - CB
ST
where
GCA = The Gas Charge Adjustment in dollars per Ccf/Therm,
rounded to no more than five decimal places.
D = The sum of all fixed Gas Costs.
DACA = The demand portion of the ACA.
P = The sum of all commodity/gas charges.
T = The sum of all transportation charges.
SR = The sum of all FERC approved surcharges.
CACA = The commodity portion of the ACA.

DB = The per umit rate of demand costs or other fixed charges
included 1n base rates in the most recently completed
general rate case (which may be zero if the Company so
elects and the Commission so approves).

CB = The per unit rate of variable gas costs included in base
rates in the most recently completed general rate case
(which may be zero it the Company so elects and the
Commuission so approves).

SF = Firm Sales.

ST = Total Sales.

14



The computation of the RA can be computed using the following formulas:

DR1 - DR2 CR1 - CR2 + CR3 +1
Firm RA = +
SFR STR

CR1 - CR2 + CR3 + i

Non-Firm RA =
STR
where
RA The Refund Adjustment in dollars per Ccf/Therm,
rounded to no more than five decimal places.

DRI1 Demand refund not included in a currently effective
Refund Adjustment, and recerved from suppliers by
check, wire transfer, or credit memo.

DR2 A demand surcharge from a supplier not includable in
the GCA, and not included in a currently effective
Refund Adjustment.

CR1 Commodity refund not included in a currently
effective Refund Adjustment, and received from
suppliers by check, wire transfer, or credit memo.

CR2 A commodity surcharge from a suppler not
includable 1in the GCA, and not included in a
currently effective Refund Adjustment.

CR3 The residual balance of an expwred Refund

Adjustment.

15



SFR

STR

Interest on the "Refund Due Customers" account,
using the average monthly balances based on the
beginning and ending monthly balances. The interest
rates for each calendar quarter used to compute such
interest shall be the arithmetic mean (to the nearest
one-hundredth of one percent) of the prime rate value
published in the "Federal Reserve Bulletin" or in the
Federal Reserve's "Selected Interest Rates" for the
4th, 3rd, and 2nd months preceding the 1st month of
the calendar quarter.

Firm sales as defined in the GCA computation, less
sales under a transportation or negotiated rate
schedule.

Total sales as defined in the GCA computation, less

sales under a transportation or negotiated rate
schedule.
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Line
No.

ATTACH 1 and 2 xIs

ATTACHMENT 1

Gasco Distribution Systems, Inc.

Calculation of the ACA Factor
(for Jellico customers)

Factor to be applied to residential, commercial and industrial customers:

Cost of Gas pﬁrchased (7/1/02 - 6/30/03)

Cost of Gas recovered from customers through PGA rates
Under/(Over) Collection (Line 1 - Line 2)

ACA surcharges/(refunds) (7/1/02 - 6/30/03)

Interest calculated on average monthiy balance in account
Beginning balance at 6/30/02

Balance in ACA account at 6/30/03
(Line 3-Line 4 + Line 5 + Line 6)

Sales Volumes **
ACA Factor - surcharge/(refund)

(Line 7 divided by Line 8)

**Actual sales volumes for the 12 months ended 6/30/03

$

$

$

$

385,447 90

356,733 02
28,714 88

(68,235 95)
(1,190 74)

(65,702 35)
30,057.74

60,609

0 4959

Under-Collection

MCF

Per MCF

03/03/2004



Line
No.

ATTACH 1 and 2 xIs

ATTACHMENT 2

Gasco Distribution Systems, Inc.

Calculation of the ACA Factor
(for Byrdstown/Fentress customers)

Factor to be applied to residential, commercial and industrial customers:

Cost of Gas purchased (7/1/02 - 6/30/03)

Cost of Gas recovered from customers through PGA rates
Under/(Over) Collection (Line 1 - Line 2)

ACA surcharges/(refunds) (7/1/01 - 6/30/02)

Interest calculated on average monthly balance in account
Beginning balance at 6/30/01

Balance in ACA account at 6/30/02
(Line 3 - Line 4 + Line 5 + Line 6)

Sales Volumes **
ACA Factor - surcharge/(refund)

(Line 7 divided by Line 8)

**Actual sales volumes for the 12 months ended 6/30/03

$ 15,155 52
12,428 22

$ 272730
(4,078 84)
(49 95)

(3,778 50)
$ 2977.69 Under-Collection

2,409 MCF

$ 12361 Per MCF

03/03/2004



ATTACHMENT 3

BEFORE THE TENNESSEE REGULATORY A[B . ED
TN REG. AUTHORITY

NASHVILLE, TENNESSEE
August 24, 2001 AUG 3 0 2001

ENERGY & WATER DIViSION
IN RE: )
)
GASCO DISTRIBUTION SYSTEMS ) DOCKET NO.
ACTUAL COST ADJUSTMENT (ACA) AUDIT ) 00-00998

INITIAL ORDER OF THE HEARING OFFICER
ACCEPTING PROPOSED REVISED SETTLEMENT AGREEMENT

On May 14, 2001, the Tennessee Regulatory Authonty (the “Authority” or “TRA”)
1ssued an Order requiring Gasco Distribution Systems, Inc. (“Gasco” or the “Company”) to show
cause as to why penalties should not be imposed for Gasco’s apparent failure to comply with the
Order Adopting ACA Audit Report of Authority’s Staff, In Re. Gasco Distribution Systems Actual
Cost Adjustment (ACA) Audit, TRA Docket No. 99-00647 (Nov. 24, 1999). This matter is before
the Hearing Officer for consideration of the parties’ proposed Revised Settlement Agreement (the
“Revised Settlement”).' After careful consideration and for the reasons set forth below, the
Hearing Officer accepts and approves the Revised Settlement.:

HISTORY OF THE CASE:

The basis for the May 2001 Show Cause Order 1s set forth with particulanity therein and

reaffirmed in the /nitial Order of The Hearing Officer Denying Gasco's Request to Dismiss Show

' The Revised Settlement was subnutted by Gasco, TRA Staff (as a party), and the Consumer Advocate and
Protection Division of the Attorney General’s Office on August 17, 2001 A copy of the Revised Settlement 1s
attached hereto as Exhibit A.

? The terms of the Revised Settlement provide that Gasco 1s thereunder liable for $12,500, with $5,000 due and
payable on or before March 31, 2002, and 37,500 suspended pending Gasco’s compliance with Authonity rules,
directives, and orders duning a three (3) year probationary period See Revised Settlement, TRA Docket No. 00-



Cause Proceeding, In Re Gasco Distribution Systems, Inc. Actual Cost Adjustment (ACA) Audit,
TRA Docket No. 00-00998 (June 11, 2001). Thus, it would be superfluous to restate with detail
the same here. In sum, the TRA Staff’s Actual Cost Adjustment (“ACA”) Compliance Audit
Report (the “2000 Report”), for the period from July 1, 1999, through June 30, 2000, contained a
finding that Gasco failed to comply with the TRA Staff’s 1999 ACA Compliance Audit Report
(the “1999 Report™) for the preceding audit period and the Order Adopting ACA Audst Report of
Authonity’s Staff, In Re: Gasco Distribution Systems Actual Cost Adjustment (ACA) Audit, TRA
Docket No 99-00647 (Nov. 24, 1999), approving and adopting the 1999 Report. At the April
17, 2001, Authority Conference, the Authority unanimously approved and adopted the findings
and recommendations contatned in the 2000 Report

DISCUSSION AND ANALYSIS:

Gasco agrees that 1t “failed to timely implement an ACA price reduction as required by
the Authority’s rules” and in accordance with the Authority’s Order of November 24, 1999.°
Gasco’s record of past performance demonstrates that it has had a history of similar violations,
which Gasco does not contest. See, eg, Initial Order of The Hearing ij‘icer Requiring
Complzance_' with Authority’s November 5, 1998, Order, In Re- Show Cause Proceeding Against
Gasco Distribution Systems, Inc, TRA Docket Nos. 97-00160 and 97-00293, p. 13 (June 7,
2001) (“The current issues must be considered in light of Gasco’s unfortunate history of non-
compliance.”).

It is unquestioned that the agency has acted with leniency concerming Gasco’s past

failures to comply with agency rules and orders. In fact, Gasco could have avoided a substantial

00998, p.1 (Aug 17, 2001) It should be noted, and the parties do not disagree, that Gasco’s porential exposure,
absent thus settlement, is $18,250

3 Revised Settlement at 1




portion of the ordered fines for past violations, not at issue herein, with subsequent compliance.
See Inittal Order of The Hearing Officer Requiring Compliance with Authority’s November 5,
1998, Order, TRA Docket Nos. 97-00160 and 97-00293, p- 9 (June 7, 2001) (“The Order states
very succinctly that a portion of Gasco’s fines would be forgiven if compliance is achieved; and,
conversely, would be ‘due and payable’ if compliance with the Order 1s ignored. The November
3, 1998, Order, in effect, gave Gasco the ‘key to the Jailhouse door’ when it allowed Gasco to
avoid paying a portion of the fines mmposed in the Order by making timely filings during the
probationary period.”). A directive to comply with TRA rules on a going forward basis
accompanied this benevolence. See Initial Order of The Hearing Officer, TRA Docket Nos. 97-
00160 and 97-00293, p. 8 (Oct. 1, 1998) (“[T]he Company 1s hereby placed on notice that
compliance with TRA Rule 1220-4-1.10 is not optional or discretionary. Strict compliance 1s
required and expected.”). Gasco, again, seeks leniency.

Although, as recounted above, Gasco has found complianee to be an 1llusive target, it has
nevertheless, in this instance, presented persuasive arguments that distinguish its instant request
for leniency from its earlier entreaties; and, as such, is deserving of continuing favorable
consideration. Most persuasive 1s Gasco’s action to repair an organizational structural deficiency
that Gasco has apparently concluded would not self-improve if left unchanged.

Apparently, Gasco’s past failures to comply with the Authority’s rules and orders were
largely the responsibility of the Company’s chief financial officer. The Authonty has been
informed that the Company’s chief financial officer was discharged, principally for his repeated
farlure to comply with TRA rules, orders, and directives. The Company’s action here 1s
demonstrative of 1ts willingness to correct an apparent systemic problem that, in the past,

according to Gasco, thwarted its ability to comply with the Authority’s rules and orders



Additionally, Gasco has agreed that any breach of the terms of the Revised Settlement
would trigger the payment of “[t]he entire amount of the suspended fine . . . [to] become
immediately due and payable thirty (30) days following the entry of a final order which finds that
Gasco has not complied with the Authority’s rules or orders.” See Revised Settlement, p.1.
Gasco has agreed, based on this language in the Revised Settlement, that it will not, in the
mstance of a breach of the agreement, seek an extended payment plan, propose an alternative
payment scheme, or otherwise move to alter, modify, or extend the terms of the Revised
Settlement, but will, instead, péy n full consistent with the agreement. Thf: Authority’s Staff, as
a party to this proceeding, and the Consumer Advocate and Protection Division of the Attorney
General’s Office, as signatories to the Revised Settlement, have both acknowledged their
understanding, consistent with the above language, of Gasco’s agreement.

CONCLUSION:

For the foregoing reasons, the Hearing Officer finds, on the state of the record, that the
Revised Settlement is adequately supported and appropriate, given the circumstances, and that it
1s consistent with the public interest. Therefore, the Heanng Officer hereby accepts and

approves the Revised Settlement as ﬁlec/i.

IT IS THEREFORE ORDERED THAT:
L. The Revised Settlement filed on August 17,2001, is hereby accepted and approved.
2. Any party aggrieved by the Hearing Officer’s decision in this matter may file a

Petition for Reconsideration with the Hearing Officer within fifteen (15) days from the date of

this Order

3 Any party aggnieved by the decision of the Hearing Officer 1n this matter may file
a Petition for Appeal with the Tennessee Regulatory Authonty within fifteen (15) days from the

date of this Order.




4. In the event this Order 1s not appealed to the Directors of the Tennessee

Regulatory Authority within fifteen (15) days, this Order shall become final and shall be

effective from the date of entry.

LONE, DIRECTOR
AS HEARING OFFICER

ATTEST:

KIS il

K. David Waddell, Executive Secretary




EXHIBIT 4

K

BEFORE THE TENNESSEE REGULATORY AUTHdRI’I"-Y oLy ,I FOT
NASHVILLE, TENNESSEE .

s

INRE: GASCO DISTRIBUTION ) EXECUTI¢C gy, ETAR
SYSTEMS ACTUAL ADJUSTMENT )
)

)

(ACA) AUDIT DOCKET NO. 00-00998

REVISED SETTLEMENT AGREEMENT

The purpose of this document is to present a revised settlement among the parties to the
above-captioned show cause proceeding This filing 1s intended to supercede, the “Proposed
Settlement Agreement” filed on J uly 20, 2001.

Dunng the period from November 19, 1999 through June 30, 2000, Gasco Distribution
Systems, Inc (“Gasco”) failed to timely 1mplement an ACA price reduction as required by the
Authonity’s rules The Staff and the Consumer Advocate Division of the Attorney General’s
office have requested --- and Gasco has agreed to pay --- a fine of $12,500 subject to the
following conditions. Of that amount, $5,000 of the fine 1s due and/payable on or before March
31, 2002. The remainder of the fine ($7,500) would be suspended pending Gasco’s continuing
compliance with all TRA rules and orders for a probationary period of three years, begmmng
July 1, 2001 and continuing until July 1, 2004 The entire amount of the suspended fine would
become 1mmediately due and payable thirty days (30) following the entry of a final order which

finds that Gasco has not complied with the Authority’s rules or orders The su3p-;nded fine will

be forgiven upon demonstration of ful] compliance throughout the entire probationary period.

736342 v1 -1-
034264-000 8/15/2001



The parties recognize that Gasco also failed to timely implement an ACA prce reduction
as required by the Authonty’s rules for the period of July 1, 2000 to Nov. 30, 2000 The parties
agree, however, that Gasco’s failure to 1mplement the ACA price reduction for that period will
not, iﬁ and of 1tself, result in the 1ssuance of a second Show Cause proceeding against Gasco, or
otherwise trigger the provisions of this settlement agreement. In the event, however, Gasco
subsequently violates any TRA rule or order, the Authority, Staff counsel and/or the Attorney
General’s office, through the Consumer Advocate and Protection Division, may seek any fines
and all other appropriate remedies related to Gasco’s failure to implement the ACA price
reduction during that pertod Gasco reserves the right to assert all appropniate defenses

Although not a condition of the Revised Settlement, the parties took 1nto consideration
the fact that Gordon Brothers, the company’s chief financial officer and the individual
responsible for Gasco’s compliance with the TRA’s rules and orders is no longer employed by
the company. According to Fred Steele, president of Gasco, the principal reason for Mr.
Brother's departure was his repeated failure to file reports at the TRA and at other state

regulatory commussions on a timely basis and to otherwise follow the agency’s rules

736342 vi -
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Respectfully submutted,

BOULT, CUMMINGS, CONNERS & BERRY, PLC

By ’74 N

Henry Walkey/

414 Union Street, Suite 1600

P.O. Box 198062

Nashville, Tennessee 37219

(615) 252-2363 :
Counsel for Gasco Distribution Systems, Inc.

f”‘ ol /A////U Ly, peomts o
Timothy C. Phillips / o
Consumer Advocate and Protection Division of the
Attorney General’s office
P.O. Box 20207
425 5" Ave., North, 2*¢ Floor
Nashville, Tennessee 37202

Gary Hotvedt

Tennessee Regulatory Authority
460 James Robertson Parkway
Nashville, Tennessee 37243-0505
Counsel for the TRA Staff

736342 v1 " -3.
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ATTACHMENT &

GASCO

DISTRIBUTION SYSTEMS, INC.

4445 EAST PIKE ZANESVILLE, OH 43701 OFFICE 740 454-6198
FAX 740 454-7780

July 29, 2002

Henry M. Walker RECE,VED
Boult Cummings Conners & Berry, PLC TN REG, AUTHORITY
414 Union Street, Suite 1600

P.0. Box 198062 AUG 5 2002
Nashville, Tennessee 37219

ENERGY
RE. GDSI Form PSC-3.04 Quarterly Report & WATER DIVISION

Dear Henry,

Attached please find a copy of the Form PSC-3.04 Quarterly Report of Tennessee
Revenues, Expenses and Investments-Gas Companies that was filed on July 26, 2002,
with the Tennessee Regulatory Authority. This report was due on May 30, 2002. I take
full responsibility for the failure to have it filed timely. Because we have reduced our
accounting staff significantly over the past twelve months I, along with Trina L. King
have been performing most of the accounting duties. I have been out of the office a
considerable amount of time since May 13. My mother went into the hospital on that date
and was diagnosed with cancer shortly thereafter. I moved her from the hospital to her
home on June 11 and have spent a great deal of time with her during the past sixty days
and I expect to continue to do so up until the time she passes away which will I expect to

be soon.

A couple of weeks ago I hired an outside accounting firm to help us to once again
get caught up on our filings which they have done. If the TRA is upset with us I
understand I believe that everything now is filed that needs to be filed and I hope that we
can make the filing that is due on August 29, for the Quarter ending June 30 timely.

I just wanted you to know the reason for our untimeliness in filing. We have a
very limited staff now and if someone is out it becomes a real burden to meet all of the

filing deadlines.

Very Truly Yours,

fucd ft

Fred A. Steele
President

FAS/bdt



